Practicing CPA, vol. 24 no. 4, June/July 2000 by American Institute of Certified Public Accountants (AICPA)
University of Mississippi 
eGrove 
Newsletters American Institute of Certified Public Accountants (AICPA) Historical Collection 
6-2000 
Practicing CPA, vol. 24 no. 4, June/July 2000 
American Institute of Certified Public Accountants (AICPA) 
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news 
 Part of the Accounting Commons, and the Taxation Commons 
Recommended Citation 
American Institute of Certified Public Accountants (AICPA), "Practicing CPA, vol. 24 no. 4, June/July 2000" 
(2000). Newsletters. 1715. 
https://egrove.olemiss.edu/aicpa_news/1715 
This Book is brought to you for free and open access by the American Institute of Certified Public Accountants 
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Newsletters by an authorized 
administrator of eGrove. For more information, please contact egrove@olemiss.edu. 
PCPS























Ways to help your firm 
prepare for consulting 
opportunities . . .1
What to do when a client 
terminates the relationship 
or when you need to ... 3
AAA seeking CPA 
panelists ... 5
Prepare Your Building 
Owner Clients for
Next Tax Season ... 6
Survey results on investment 
services alliances ... 7
PCPS Update - unveiling 
the Strategic Review 
program ... 7
A Special Supplement 
on Risk Management 
(see centerfold)
SHORT-CUT THE CONSULTING SERVICES 
LEARNING CURVE
W
hen you started out in accounting, you had mentors and systems to 
guide you on how to complete tax returns and financial statements. 
You were given three to five years to gain a modicum of competence, 
while your efforts were sheltered behind more experienced practitioners.
As you head out into the world of consulting, you realize you do not have five 
years to get good at this. Expanding client relationships, professional credibili­
ty, and competitors knocking at your client’s door, all demand that you move 
much faster along the consulting services learning curve.
It’s no wonder so many practitioners are buffeted between the excitement they 
feel about this enormous opportunity and their concern about the professional 
and personal risk involved. It would be so much easier to just stay with what you 
know, but the marketplace will not stand still. Clearly the greater risk in this 
proposition is in not expanding your service offerings. So the question on every­
one’s mind is, “How do I (or how does our firm) short-cut the learning curve?”
Getting started
Let’s assume you have already considered the appropriateness of a new service 
in relation to the needs of your clients. Once you have done your homework 
regarding which services to offer, look for training programs that take a “sys­
tems” approach to providing those services. Just as you have systems for 
preparing tax returns and financial statements, you will need systems for con­
sulting services. Systems make the process predictable and repeatable and 
allow for greater leverage across the firm.
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Internal preparation
It is critically important to lay a proper foundation within the firm early in the 
process of initiating your new consulting service. This requires the involvement 
of others in the firm.
Partner/team orientation. The fastest way to learn 
something is to teach it to others. As part of your path to 
mastery, we recommend that upon completing any train­
ing program, you teach your newly acquired skill to others 
in your firm. Not only will your skills grow, but you will 
also find others in your firm much more likely to support 
your efforts if they understand the nature of the service 
you are providing, the overall value this service brings to 
the firm, and what your expectations are of their involve­
ment.
Strategic planning. To help assure the continued 
involvement of others, it’s important to outline the who, 
what, where, when, why, and how of your effort. Be spe­
cific in your targets. For example,“We will engage X num­
ber of clients over the next six months. The average fee 
will be $X amount.” It is no secret that those who write 
down their goals are much more likely to achieve them 
than those who do not.
Segmented testing
Many big corporations conduct market tests when they 
release a new product. Given your limited margin for 
error, it is important to apply this same “testing” approach 
to your new consulting program.
Client selection. Many times we try to preselect the type 
and size of client that will want the new service we have to 
offer. You may be surprised to find that a client you thought 
was too small or too big for a given service, may be the most 
receptive. It pays to cast the net wide and let the clients sort 
themselves out. One way to “test” your client base is to intro­
duce a new service offering in your client newsletter with a 
response mechanism built in. Another way is to survey dif­
ferent client segments to gauge their readiness. Many firms 
have also used small group briefings, seminars, or workshops 
as a means of identifying the low-hanging fruit.
Packaging and pricing. Recognize that all clients are 
not created equal. It may be prudent to design two or three 
package offerings at different price points that will allow 
your clients to select the level of service best suited to their 
needs. Another advantage of offering a selection of packages 
is that this enables the more skeptical client to have an intro­
duction to your services without making a large up-front 
commitment. Over time, even some of the most resistant 
clients can be converted by allowing them to buy in at the 
level they are comfortable with.
Systemization
Now it is time to document the various levels of packages 
and prices with delivery systems and standardized proto­
cols. You may also learn that there are certain types of client 
scenarios that are easier, better, and more profitable to de­
liver on. Design your protocols specifically around those 
engagements. Here is a list of some standard protocol items: 
● Sales and marketing materials (sales letters, scripts, 
brochures, and presentations)
● Engagement letter format (get approval from a legal 
adviser)
● Engagement planning checklist (set clear expecta­
tions up front for what you will need from the client 
and outline roles, responsibilities, resources, timelines, 
expectations, outcomes)
© Data gathering process (what, from whom, time 
frames)
© Data analysis process (who, how, what tools, bench­
marks, presentation formats)
© Implementation instructions (actual how-to instruc­
tions on elements of implementation; work papers 
from previous engagements are often helpful)
© Follow-up guidelines (cross-sell additional work; cri­
tique your effort; tie up loose ends)
Leverage for success
The final critical success factor is to leverage each and 
every engagement, especially in the early stages of your 
consulting development. Leverage positive results with 
client engagements by gathering testimonials, document­
ing case studies, and publishing white papers or articles in 
your firm newsletter or with an industry association. 
Leverage the learning gained from every engagement by
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sharing case studies with the entire team and by continu­
ally improving your internal processes and systems.
As you organize, prepare, and systematize your new ser­
vices, you will find yourself being able to explore the 
world of consulting with much greater confidence. ✓
—By Edi McHenry-Osborne, CEO of Mentor PlusSM, 
Pleasanton, CA is cofounder/developer of the Consulting 
Accountants’ RoundtableSM and the Making the Transition 
from Compliance to RelianceSM. She is a trainer for the CPA 
Performance View PLUS training course, which is an 
AICPA Performance View Assurance Service product. For 
information, call 888-777-7077 or visit www.aicpa.org.
Interview lost clients. When the firm loses a client, 
management needs to know the real reason behind this 
event. Progressing without the right answers almost 
always results in continuing problems and denies the firm 
the opportunity to make changes necessary to stem the 
flow of failure. Obtaining feedback from clients leaving 
the firm through an informal interview can give the firm 
important information about its performance to date and 
suggestions for improvement.
continued on page 5
SAMPLE TERMINATION LETTER— 
WHEN THE FIRM TERMINATES A CLIENT
TERMINATING A CLIENT 
RELATIONSHIP
S
ometimes it may become necessary to terminate the 
relationship between you and your client. Either 
party may elect to separate, but regardless of who 
initiates the process, it is important to use communica­
tion to mitigate the damage to both sides.
When the firm decides to terminate
More firms are examining their client base and terminating 
relationships with unprofitable clients. If your firm decides 
to terminate a relationship, you must be sure to communi­
cate this news carefully. The way that you elect to handle the 
situation will influence the reputation of both you and the 
firm in the future. Remember that more people will com­
municate bad news about your firm than will spread good 
news. This means that it is important to phrase your termi­
nation notice in a way that convinces the client that he or 
she would be better off doing business with someone else.
Example
We have enjoyed doing business with you over 
the past three years, Ms. Adams. However, 
because you and I have not been able to work out 
a mutually agreeable payment schedule, I must 
suggest that you obtain tax preparation services 
from another firm. We are sorry that our payment 
requirements do not meet with your approval.
A fuller example is the “Sample Termination Letter— 
When the Firm Terminates a Client,” which you can mod­
ify and use when the firm decides to terminate a client.
When the client decides to terminate
If a client elects to terminate your relationship, it is easy 
to get caught up in the emotion of the situation. 






[City, State, and Zip Code]
Dear Ms. Adams:
Because you are unable to comply with our request for delivery of data required 
to complete your work, we must regrettably suggest that you obtain another CPA 
firm. We are disappointed that we could not work out a mutually agreeable time- 
fine for compliance. We are sorry that we must terminate our business relation­
ship and that we will no longer be working with you. However, we want you to 
know that we appreciate the confidence that you have placed in us during the 
last five years.





SAMPLE TERMINATION LETTER— 





[City, State, and Zip Code]
Dear Ms. Adams:
We are disappointed that you have decided to terminate our business relationship 
and that we will not be working together in the coming year. However, we want 
you to know that we appreciate the confidence that you have placed in us in the 
past.
Please feel free to contact us at any time. We would welcome the opportunity to 
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LOST CLIENT INTERVIEW
Client name:___________________________________________________________________________________________
Client representative(s) interviewed: ____________________________________________________________________ 
Dates of relationship: ___________________________________________________________________________________
Date engaged: _________________________________________________________________________________________
Date disengaged: _______________________________________________________________________________________  
Services provided: 
Annual revenue:
Interviewed:_________ _ _________ ______________________________________________________________________
Date:
Firm personnel assigned to the account:
Partner: ___________________________________________________________________________________________  
Manager: ___________________________________________________________________________________________  
Supervisor: _________________________________________________________________________________________  
Staff: _______________________________________________________________________________________________
1. Describe the primary reason(s) for electing to terminate the relationship?
2. What other aspects of our relationship did not meet your expectations?
3. What did you find most (least) beneficial about the relationship?
4. How were your concerns addressed by firm members?
5. What could or should our firm have done to correct problems?
6. Would you reconsider a business relationship in the future?
7. Please suggest any changes in the firm’s approach to or execution of clients that would prevent such losses in
the future.
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Provided by Aon Insurance Services
COMPENSATION METHODS AND LIABILITY RISK 
IN PERSONAL FINANCIAL PLANNING ENGAGEMENTS
Historically, many CPA firms rendered 
financial planning services to clients but 
referred clients to investment advisers or 
brokers for investment advice. As a 
result, CPA firms received modest fees 
for their services while the investment 
advisers and brokers received continuing 
lucrative advisory fees.
In the past few years, however, modifi­
cations of ethics rules have allowed CPA 
firms to provide clients with access to 
investment advisory services while shar­
ing in the related fee income. However, 
if not handled appropriately, the accept­
ance of compensation from third parties 
for the recommendation or referral of a 
product or service to clients can lead to 
difficulties in the defense of professional 
malpractice claims.
A bit of history
Such problems are not new. In the 
1980s, the Internal Revenue Service 
(IRS) challenged the legality of many 
tax shelters and frequently won in Tax 
Court. The promoters of these shelters, 
which usually involved sham real estate 
transactions, often sought out CPAs as a 
valuable referral source for new clients. 
In return for the referrals, CPAs were 
offered a referral fee or limited partner­
ship interests in the shelter. Many CPAs 
who recommended shelters to clients 
under these conditions were sued when
clients’ related tax deductions were dis­
allowed.
It was difficult to defend such claims if 
the CPA received compensation for mak­
ing the referral, principally because juries 
often concluded that the CPA was not 
objective. Further, CPAs often did not 
analyze the investment to see if it met the 
"substance over form" tax shelter tests 
applied by the IRS. Instead, they relied 
on the tax opinion included in the offer­
ing materials for the shelter. Often CPAs 
who made such referrals failed to send 
letters to clients disclosing the receipt of 
referral fees, investment risk, the risk that 
the IRS would challenge the related 
deductions, or the fact that a due dili­
gence investigation was not performed.
High-risk activity
The recommendation of a specific 
investment to clients on behalf of an 
investment promoter in exchange for 
commissions or referral fees is a high- 
risk activity and should be avoided. 
Additionally, acceptance of such com­
pensation creates a conflict of interest, 
which must be disclosed and consented 
to by the client in accordance with ET 
Section 102.03 of the AICPA Code of 
Professional Conduct. ET Section 
503.01 of the Code also requires that the 
receipt of permissible commissions be 
disclosed to the client.
Accepting commissions
Forty states now permit CPAs to accept 
commissions or contingent fees in non­
attest engagements. State or federal laws 
(depending on the specific circum­
stances) require CPAs to become regis­
tered investment advisers and/or to pass 
the Series 7 securities examination and 
become registered representatives with 
the Securities and Exchange Commission 
(SEC) if they accept referral fees or com­
missions. These registration requirements 
subject them to additional laws regarding 
the disclosure of referral fees or commis­
sions. CPAs should consult with their 
attorney and experts in securities law 
compliance in their state regarding regis­
tration requirements and related fee dis­
closure regulation. For further guidance 
on this subject, see the AICPA Center for 
Investment Advisory Services Web site at 
investmentadvisory.aicpa.org/ 
homepage2.htm.
Commissions and fee-offset arrange­
ments can provide clients with lower 
costs for services than hourly, flat, per­
centage, or performance-based fees. At 
the start of each engagement, CPAs need 
to explain available compensation meth­
ods to clients both orally and in writing. 
Allowing the client to choose a compen­
sation method helps minimize the risk 
that the payment method could later be 
characterized as benefiting the CPA at
(AICPA rmr 1
the client’s expense. A good method for 
documenting this is to include descrip­
tions of each available compensation 
method in the engagement letter, have 
the client initial a box to select the pay­
ment method, and sign the engagement 
letter before rendering services.
Documenting a referral
When clients request a referral to a finan­
cial service provider, CPAs should docu­
ment in a letter to the client the services 
to be performed for the client in 
exchange for the compensation received. 
If the CPA will receive a referral fee but 
renders no service, this should also be 
disclosed in a letter to the client. Note 
that even if the CPA will not provide any 
service, the client could reasonably pre­
sume that the CPA has performed due 
diligence regarding the qualifications, 
experience, training, supervision, and 
ethics of that provider. CPAs should rec­
ognize that in the event of litigation, a 
judge or jury might question the objectiv­
ity of a CPA who received a referral fee 
when no service was rendered.
Offering a variety of service and payment 
options for personal financial planning 
engagements allows CPA firms to serve a 
wide range of clients who otherwise 
might not be able to afford such services. 
Establishing effective communications 
with clients regarding such options is a 
good business and risk management prac­
tice, and may prevent claims arising from 
these services.
—by Joseph Wolfe, Director of Risk Management, 
CNA Pro, CNA Plaza, 36 South, Chicago, IL 
60685, tel. (312) 822-5836.
Copyright © 2000, Continental Casualty 
Company. All Rights Reserved.
UNDERSTANDING RISK
IN MULTIDISCIPLINARY PRACTICES
The movement toward multidisciplinary 
practices is pushing the envelope on risk 
exposure — risk that CPAs may be tak­
ing on without the protection of their pro­
fessional liability insurance. CPAs must 
be aware of what their policy covers and 
what it does not. The definitions of 
insureds, professional services, claims, 
damages and policy exclusions should be 
closely examined. Not all professional 
liability policies are keeping pace with 
the growth of new practice areas for 
accountants.
Services covered
Many policies limit coverage to claims 
arising out of traditional services provid­
ed by CPAs. Professional services are 
defined in the policy with wording such 
as "...services performed in the practice 
of public accountancy" or "... in the 
insured’s practice as an accountant." By 
defining the coverage in this way, the 
underwriter is able to restrict coverage to 
the specific class of services customarily 
performed by accountants. Accordingly, 
there may be no coverage for a claim 
arising out of the sale of a life insurance 
policy or a mutual fund to a client, even 
if the insured holds the proper licenses to 
sell these products.
Personnel covered
Most policies cover a firm’s partners, 
officers, associates, and employees but 
may limit the type of professional to the 
field of accountancy. Therefore, if you 
employ a registered representative, cover­
age may be denied for claims arising out 
of that person’s acts in selling a security. 
If the registered representative also works 
as an accounting associate, a coverage 
question may exist that can be answered 
only by the carrier. The AICPA 
Professional Liability Insurance Program 
policy offers optional endorsements for 
coverage for other professionals, such as 
life insurance agents, real estate agents, 
and registered representatives. A thor­
ough check of the policy conditions 
regarding this issue is required.
In addition to partners, officers, associ­
ates, and employees, some policies extend 
coverage to contracted accountants who 
are hired to supplement the regular staff 
during peak periods. By contracting with 
professionals other than accountants (as in 
information technology or financial plan­
ning engagements), firms need to verify 
that their carrier provides appropriate cov­
erage. Most policies cover vicarious liabili­
ty in the selection and management of con­
tracted employees. However, it is impor­
tant to ascertain if these contractors have 
their own professional liability insurance to 
avoid becoming the deep pocket in the 
event of a claim. Or firms may want to 
approach their carriers about adding cover­
age for these contracted employees. Not all 
carriers, however, are inclined to do so.
Injuries covered
CPA firms are also beginning to offer the 
elderly a comprehensive set of services 
that the AICPA has designated — CPA 
ElderCare Services. The Institute is
Aon Insurance Services, the national program administrator for the AICPA Professional Liability Insurance Program, is a division 
of Affinity Insurance Services, Inc.; in CA, MN, and OK, it is a division of AIS Affinity Insurance Agency, Inc.; and in NH and NY, 
it is a division of AIS Affinity Insurance Agency.
Continental Casualty Company, one of the CNA insurance companies, is the underwriter of the AICPA Professional Liability 
Insurance Program. CNA is a registered service mark, domain name, and trade name of the CNA Financial Corporation.
These articles should not be construed as legal advice or a legal opinion on any factual situation. Their contents are intended for 
general information purposes only.
This material is for illustrative purposes only and is not a contract. Nothing contained herein should be construed as acknowledge­
ment by Continental Casualty Company that a given situation would be covered under a particular insurance policy. To determine 
whether a specific situation may be covered, please refer to your policy. Only the insurance policy can give actual terms, conditions, 
and coverage amounts.
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encouraging firms that perform this work 
to co-venture with professionals in the 
social service and health care professions. 
As the demand for this service grows, 
CPA firms may decide to employ such 
nonaccounting professionals, thereby 
continuing to reestablish the multidisci­
plinary profile of the firm.
As accounting firms take on more 
ElderCare engagements, claims alleging 
bodily injury may become commonplace. 
For example, suppose a firm recommends 
a nursing home for an elderly client and 
that elderly person sustains a bodily 
injury while living there. The firm can be 
charged with negligence in making the 
recommendation. Because claims for bod­
ily injury are almost universally excluded 
in accountants professional liability poli­
cies, the coverage you need may not be 
available. Furthermore, such claims are 
often dismissed in court. As ElderCare 
services grow, however, the courts may 
find that accountants must be held to a 
standard of care that includes responsibili­
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NEW SERVICES AND TECHNOLOGIES PRESENT INCREASED
OPPORTUNITIES AND RISKS FOR CPAS
Learn how to prepare your practice for the changing risks faced by CPA firms and earn up to 7.5% premium savings and four CPE 
credits. Attend an AICPA Professional Liability Insurance Program-sponsored risk management seminar presented by recognized 
experts in accountants malpractice.
To register now or to check for new seminars, visit the AICPA Insurance Programs Web site at www.cpai.com.
State Date City State Date City State Date City
AL 10/2 Birmingham LA 9/21 New Orleans OK 9/29 Oklahoma City
AR 12/4 Little Rock MD 10/16 Baltimore OR 11/1 Portland
AZ 9/15 Phoenix ME 9/14 Bangor PA 9/18 Philadelphia
CA 9/11 Oakland MI 11/6 Dearborn PA 9/22 Pittsburgh
CA 9/12 Sacramento MN 8/7 Bloomington SC 8/16 Columbia
CA 9/13 Woodland Hills MS 12/5 Jackson TN 10/5 Knoxville
CA 9/14 Anaheim MO 7/28 St. Louis TN 11/8 Memphis 
HoustonCA 9/15 San Diego MT 9/19 Helena TX 7/18


















FL 11/3 Tampa NJ 9/25 Piscataway UT 10/17 Salt Lake City
GA 10/6 Atlanta NJ 9/26 Trenton VT 11/17 Burlington
HI 8/31 Oahu NY 7/24 Long Island VA 11/19 Richmond
HI 9/1 Maui NY 7/25 Westchester WA 11/2 Seattle
IL 9/8 Chicago NC 8/14 Charlotte WI 10/6 Madison
KS 7/26 Topeka NC 8/15 Raleigh WY 8/23 Casper
KS 7/27 Overland Park ND 11/15 Bismark
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Records Retention Tips
A formal records retention policy for client 
engagement working papers and files is an 
important risk management tool. The policy 
should apply to all storage mediums, including 
paper, electronic files, and film. Once estab­
lished by the firm, the policy should be fol­
lowed consistently and disclosed in engagement 
letters or other written communication as it 
applies to the specific services to be rendered. 
Consider the following issues when establish­
ing a formal records retention policy: 
© Applicable statutes of limitation. The 
statutes for tort-based malpractice actions in 
more than one jurisdiction may be relevant, 
as many CPA firms or their clients do busi­
ness in multiple states. In many jurisdic­
tions, the "discovery rule" applies, meaning 
that the statute of limitations to file suit 
against a CPA begins to run on the date the 
client first knew or should have known of 
the act, error, or omission giving rise to the 
malpractice claim against the CPA.
© Legal or regulatory requirements for 
clients. Some clients are subject to mini­
mum periods of retention due to legal or 
regulatory requirements (for example, enti­
ties receiving federal grants or funding).
© Client source documents. All client 
source documents used during the engage­
ment and deemed necessary for retention 
in working papers should be copied and 
the originals returned to the client with a 
signed and dated letter. Do not uninten­
tionally accept the client’s responsibility
for maintaining his or her own records.
© Financial statement services. Complete 
working paper files are critical in defend­
ing compilation, review, and audit engage­
ments. Some files may need to be retained 
past the expiration of applicable statutes 
of limitations due to regulatory require­
ments, to respond to a tax audit, or to sup­
port conclusions included in later reports.
© Tax services. Based on the discovery rule, 
claims relating to tax work may be alleged 
during a longer period of time. This is espe­
cially true for business tax clients (for 
example, amortization of goodwill) and 
trust or estate work. Consider establishing 
different document-retention policies for 
tax engagements based on the type of client 
and service rendered.
© Consulting services. The discovery rule 
is also a significant issue in document­
retention policies for these practice areas. 
If the financial results from actions taken 
by the client in response to the consul­
tant’s recommendations are measured 
over many years (for instance, in employ­
ee benefit plans, financial plans, retire­
ment plans, or estate plans), consider 
retaining related documents over an 
extended period. Alternatively, documen­
tation on advice regarding short-range 
business issues, such as inventory man­
agement and accounts receivable collec­
tion, probably warrants a shorter retention 
period.
© Legal and environmental issues. Clients 
may be involved in criminal or tort litiga­
tion or may be under investigation by 
regulators regarding legal or environmen­
tal issues that do not involve the firm. If 
the firm has received a subpoena in con­
nection with these matters, do not destroy 
or alter the working papers even if the 
files are scheduled for destruction accord­
ing to the firm’s policy. Questions regard­
ing these issues should be directed to 
legal counsel.
© Current vs. former clients. Do not base 
retention policies on client retention. An 
appropriately designed policy provides for 
timely destruction of documents no longer 
needed and avoids the need to distinguish 
between current and former clients.
The need to retain client engagement working 
papers and files varies depending on laws and 
regulations applicable to the client and the 
state or other legal jurisdiction where services 
are rendered. Each firm should consult with 
legal counsel to develop a retention policy 
based on its particular situation and require­
ments. Uniformly implement the policy and 
monitor its application as part of the firm’s 
overall quality control program.
—by John McFadden, CPA, CFE, Risk 
Management Consultant, and Joseph Wolfe, 
Director of Risk Management, CNA Pro, CNA Plaza, 
36 South, Chicago, Illinois 60685.
Copyright © 2000, Continental Casualty Company. 
All Rights Reserved.
continued from page rmr 3 — Understanding Risk
ty for the physical well-being of the 
client. Even though firms are advised to 
give their clients choices rather than spe­
cific recommendations on such matters as 
health care practitioners and facilities, a 
new coverage need is developing. The 
AICPA Program has responded to this 
growing need with the development of a 
new endorsement for bodily injury cover­
age exclusively for those CPAs perform­
ing ElderCare engagements.
As the business focus of CPA firms 
changes, the liability exposures also 
evolve. Periodic review of business needs 
and coverages is essential to the financial 
well-being of the firm.
For additional information on risk man­
agement strategies for firms that perform
personal financial planning, ElderCare 
services, and more, visit the Risk 
Management Resource area at
www.cpai.com.
—by John Kenny, Senior Vice President, Aon 
Insurance Services, 159 East County Line Road, 
Hatboro, Pennsylvania, 19040. (800) 221-3023.
Copyright © 2000, Aon Insurance Services. All 
Rights Reserved.
The Professional and Personal Liability Insurance Programs Committee objective is to assure the availability of liability insurance 
at reasonable rates for local firms and to assist them in controlling risk through education. For information about the AICPA 
Program, call the national administrator, Aon Insurance Services, at (800) 221-3023, write Aon at Aon Insurance Services, 159 East 
County Line Road, Hatboro, PA 19040-1218, or visit the AICPA Insurance Programs Web site at www.cpai.com.
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continued from page 3 — Terminating Client Relationship
For best results, assign the follow-up to someone with­
in the firm who does not have direct contact with the 
client. A third party is likely to obtain more candid 
responses and enhance the firm’s response rates when it 
comes to eliciting this kind of feedback.
Although the partner or manager assigned to the 
account may provide the firm with reasons for the fail­
ure, feedback received from this process serves to clarify 
the reasons behind the loss. See the form titled “Lost 
Client Interview” for a sample script to assist you in gath­
ering the information you need to make necessary adjust­
ments.
Thank lost clients for past business. Even though 
you have lost the business relationship, do not overlook 
the opportunity to shore up your reputation and build a 
bridge to the future. Sometimes clients consider return­
ing to the firm, if and when they discover that a new busi­
ness relationship proves less helpful than the one that was 
terminated with your firm. Preserve the relationship by 
issuing a brief letter to express your disappointment in 
the decision to terminate. An example of this type of 
thank you letter is the “Sample Termination Letter—When 
a Client Terminates the Firm.”
Whether you or the client makes the decision, a com­
munication strategy may pay dividends in the future and 
is worth the time that it takes to make the effort. ✓
Adapted from The Communication Advantage: How to 
Effectively Share Information With Client and Employees, 
edited by Jayne E. Osborne. Copyright © 1998 by American 
Institute of Certified Public Accountants; all rights 
reserved. Save 30% — order by August 31, 2000. Member 
price $32.95, now $23.00. Nonmember price $41.95, now 
$29.40. To order copies of The Communication Advantage 
(product number 090449UR), call 888-777-7077.
AMERICAN ARBITRATION ASSOCIATION SEEKS 
CPA PANELISTS
The American Arbitration Association (AAA) and the 
AICPA are offering qualified CPAs an opportunity to 
provide alternative dispute resolution services Each 
year the AAA provides administrative services to thou­
sands of business people to resolve disputes with ven­
dors. customers, and employees In many cases, the par­
ties would benefit if the panel included an arbitrator 
with accounting and financial knowledge
The AAA and the AICPA have joined to expand the AAA’s 
roster of neutrals with CPAs who have broad knowledge of 
a particular industry and have extensive, in-depth experi­
ence in providing professional services to it The AAA has 
more than 100 industry panels. If you’ve developed an 
industry niche, there’s a good chance an AAA panel will 
match your knowledge and experience
In addition to demonstrating expertise in a particular 
industry, a good arbitrator candidate must possess sound 
judgment, high integrity, and a judicial temperament An 
arbitrator must have good listening ability, be able to 
understand the issues discussed, and decide the matter m 
accordance with the evidence and testimony presented 
and the parties’ contractual agreement Arbitrators must 
be impartial in fact and appearance. Previous experience 
as an arbitrator is not required. The process for applying to 
be an arbitration panelist includes the following:
● The individual submits a detailed resume to the 
AICPA by September 1, 2000, for consideration by an 
evaluation team of volunteer CPA arbitrators The 
resume must clearly describe the candidate’s history 
and experience as a CPA and provide in-depth infor­
mation about the individual’s experience in providing 
services to a particular industry.
● Candidates who are selected by the team of CPA arbi­
trators are nominated for appointment to the AAA.
● Nominated CPAs complete an application sent to them 
by the AAA and pay a $150 filing fee (regularly $300)
● The AAA processes the application and appoints the 
candidate to an industry arbitration panel.
● Within six months of being accepted to the panel, 
the arbitrator must successfully complete a 24-hour 
course consisting of eight hours of home study and 
16 hours of classroom participation in a workshop 
setting. In rare cases, the AAA may determine that an 
individual does not have the temperament for arbi­
tration based on observations of the person’s role­
play in the workshop
● In the second year of panel membership, the panelist 
must successfully complete a 16-hour practicum on 
advanced case-management techniques
Once a person is on the AAA's roster of neutrals, that per­
son’s name is included on panelist lists that the AAA sends 
to parties in dispute. The parties select the arbitrators 
from the lists The AAA makes the selection only if the par­
ties can’t agree. All AAA arbitrators set their own fee, 
which is included in the information sent to parties
If you have any questions or you’d like to be considered 
for AICPA nomination to be an arbitration panelist with the 
AAA, please mail a detailed resume as previously described 
to Monte Kaplan, AICPA, Consulting Services Team, 1211 
Avenue of the Americas. New York, NY 10036; phone: 
212-596-6061; email: mkaplan@aicpa org.
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PREPARE YOUR BUILDING OWNER 
CLIENTS FOR NEXT TAX SEASON
M
any businesses that own real estate have been 
missing out on millions of dollars in current 
federal and state income tax deductions 
because they have underdepreciated their assets—many 
short-lived personal property assets have been placed 
into long-lived real property categories.
A unique classification strategy called a cost segregation 
analysis may be a new service you can provide your clients 
who might be missing out on substantial tax savings. To 
determine if cost segregation analysis is the right service for 
your clients, ask yourself the following questions:
® Would your clients benefit from accelerating depreci­
ation on their real estate holdings?
® Have they either purchased or constructed property 
after 1986?
® Is the cost of their property at least $750,000?
® Do your clients anticipate retaining such properties 
for at least the next few years?
Cost segregation analysis is a great client service for any 
CPA who answers “yes” to all of these questions. It can 
provide your clients with huge benefits by accelerating 
depreciation on previously underdepreciated property. 
However, because of the complicated nature of the ser­
vice—there are strict IRS requirements and the service 
may require the services of engineers and appraisers— 
few CPAs offer their clients a cost-segregation study.
How it works
According to IRS revenue ruling 99-49, a taxpayer may 
request an automatic change of accounting method to 
claim prior year depreciation that was not taken or that 
was taken at a lesser amount. This missed depreciation 
can be taken over the ensuing four years. In addition, the 
segregation components continue to be depreciated over 
shorter lives going forward. For clients with real estate 
currently under construction, a cost segregation analysis 
could optimize depreciation right away.
Real estate property typically is depreciated over 39 
years. The analysis will determine if the property owners
NEW! STRATEGIC E-BUSINESS FORUM BEING HELD
The AICPA Strategic E-Business Forum is designed to 
help CPAs fully understand how to provide e-busmess 
consulting for their clients. It will also teach firms 
how to update their practices with emerging tech­
nologies This forum will be held July 10-11 in 
Chicago For future information or to register please 
call 888-777-7077 and mention brochure code 
G50099 or visit www.aicpa.org/conferences.
SURVEY RESULTS FROM FIRMS OFFERING 
INVESTMENT PRODUCT THROUGH ALLIANCE 
PARTNERS
According to a recent survey commissioned by CIBC 
Oppenheimer and conducted by Yankelovich Partners, 
16% of partners at 100 mid-sized accounting firms say 
they have already formed alliances to provide investment 
services or insurance products. The responses of those 
surveyed firms with alliances showed the following.
Profitability of alliance
® 44% said they are “very profitable.”
● 19% said they are “not very profitable.”
® 25% said it is “too early to tell.”
Products and services provided through 
alliance
● 81% provide mutual funds.
● 69% provide fee-based investment consulting.
● 63% provide stocks or bonds.
● 50% provide variable insurance products.
® 50% provide fixed insurance products.
Compensation arrangement with alliance
® 56% use a fee-only form of payment.
● 19% are eligible for insurance commissions.
® 13% are eligible for all securities and insurance 
commissions.
can shelter their income now rather than later by shifting 
certain property costs from a 39-year life to a 15-, 7-, or 
5-year life.
Also, soft construction costs can be allocated to various 
components of the property, many of which have shorter 
depreciable lives than the real property component. The 
result is a faster write-off of costs.
The cost segregation analysis can be used for buildings 
placed in service as far back as 1987—even if the year is 
“closed” for tax purpose. The savings from the analysis 
flows directly to the bottom line in tax savings and cash 
flow.
Case study
A $650,000 animal hospital was constructed in 1997. 
Depreciation expense during the first five years of opera­
tion was initially calculated as $75,000. After a cost seg­
regation analysis, the tax life of construction related to the 
operation of the facility was reduced to a combination of 
15-, 7-, and 5-year property. The company was able to 
increase its depreciation expense during the 5-year peri­
od by $160,000, resulting from a tax savings and addition­
al cash flow of more than $70,000. ✓
—By David Grant, CPA, CVA, partner of the real estate 
industry group of Mintz, Rosenfeld & Company in Fairfield, 
New Jersey. (973-882-1100 or dgrant@mintzrosenfeld.com).
6 THE PRACTICING CPA, JUNE/JULY 2000
PCPS to Unveil Strategic Review at 
Practitioners Symposium
Does your firm have a written mission statement? A for­
mal marketing plan? What services do you provide your 
clients, and how enthusiastic is your staff about perform­
ing them? These are just a few of the questions firms need 
to be asking themselves if they are to maintain maximum 
adaptability and competitiveness in today’s fluid eco­
nomic environment. PCPS has developed a Strategic 
Review program designed to add value to the Peer 
Review process by stimulating this kind of reflection and 
then providing suggestions for implementing new prod­
ucts and services. The Strategic Review program can also 
be offered as a service for clients.
What is strategic review?
One of the successes of the Peer Review program is that 
it enabled PCPS to pinpoint a broader need among its 
member firms to develop a process for planning and 
implementing change. PCPS responded with the 
Strategic Review program, modeled on and designed to 
be administered with Peer Review.
The steps in strategic review
In a Strategic Review, trained Strategic Review interview­
ers carry out a six-step process. These six steps are:
● Circulate a preliminary questionnaire to be complet­
ed by the participant.
● Tabulate the results in spreadsheet form, highlighting 
areas that require follow up.
© Conduct document review of the participant’s mis­
sion statement, strategic plan, and similar vision state­
ments.
© Interview questionnaire respondents to gain a deeper 
understanding of their perceptions of the participant.
© Formulate a preliminary assessment to share with the 
participant.
© Revise the draft report in light of input from the par­
ticipant’s vision and planning team, and secure the 
final draft’s acceptance.
Areas of assessment
PCPS has identified six areas on which to center its strate­
gic assessment: firm mission, firm organization, services, 
personnel, practice development, and other.
Weekend in Vegas
PCPS will introduce the Strategic Review program on 
June 5, 2000, at the Practitioners Symposium. 
Prospective reviewers can get a first look at the Strategic 
Review training program, which emphasizes the AICPA 
Vision and implementation strategies, strategic planning 
concepts and methodologies, the strategic review con­
cept and objectives, the use of prescribed forms, and 
interviewing techniques.
Weekend in Denver
The initial training session for the Strategic Review will 
be Sunday, August 6, 2000, in Denver. Bill Reeb of Winters, 
Winters and Reeb, will spend the day with members 
interested in learning how to provide this assessment. 
The program will immediately precede the Peer Review 
Conference on August 7 and 8. As this is the inaugural 
training program, space is limited. Please call PCPS at 
800-CPA-FIRM to learn more about this new service and 
other PCPS-sponsored training opportunities.
PUBLISHING SOON!!
Foundations for the Future: The AICPA from 
1980-1995
By Phillip B. Chenok
Written with Adam Snyder
Foundations for the Future documents the many sig­
nificant events that affected the accounting profession 
during the years 1980-1995. During that time, the pro­
fession was on the cutting edge of tremendous changes 
that occurred within the American business communi­
ty. Chenok's book tells the story of how the profession 
adapted to these changes and the challenges that were 
overcome. It’s a must-read for anyone interested in the 
historical aspects of the AICPA as well as understanding 
future development in the profession
For a limited time, a 30% discount is available to 
AICPA members only. Ensure your discount by order­
ing your copy today!
Three easy ways to order 
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REQUEST FOR INFORMATION ON SCHOLARSHIP/INTERNSHIP OPPORTUNITIES
The AICPA’s Academic and Career Development (ACD) Team is updating the student section of the AICPA’s Web site. To 
assist in this effort, we would appreciate information on scholarship and internship opportunities offered by your firm, 
your client companies, or both. Please complete this below and return it to Jodi Ryan via fax (212-596-6292) or email 
(jryan@aicpa.org). If faxing and more space is needed, please attach additional pages. The ACD Team thanks you in 
advance for your participation.
Firm or company name_____ __________________________________________________________________________________ 
Address ____________________________________________________________________________________________________
Telephone Fax Email 
Web site Contact person 
Firm or company description ________________________________________________________________________________
Internship/scholarship information____________________________________________________________________________
LETTERS TO THE EDITOR
The Practicing CPA encourages its readers to write letters on practice management issues and on published articles. 
Please remember to include your name and your telephone and fax numbers. Send your letters by e-mail to
pcpa@aicpa.org.
Non-Profit Organization 
ZIP + 4 BARCODED U.S. POSTAGE PAID 
American Institute of 
Certified Public Accountants
Harborside Financial Center 
201 Plaza Three 
Jersey City, N.J. 07311-3881 
(201) 938-3005
Fax (201) 938-3404 
ADDRESS SERVICE REQUESTED
PCPS/ The AICPA Alliance for CPA Firms
